
COM?KlNWFALTH OF KENTUCKY 

BEFORE THE ENERGY REGULATORY COMMISSION 

* * * * * * *  
I n  t h e  Matter of 

THE APPLICATION OF KENTUCKY POWER 1 
COMPANY POR A CERTIFICATE OF PUBLIC 1 
C(3NVYNIENCE AND NECESSITY AUTHORIZING 1 
IT TO ACqUIRs AN INTEREST IN GENERATING ) 
UYITS AND FOR AUTHORITY TO LSSU?;: NOTES 1 

CASE NO. 7179 

ORDER ON REMAND -- 
On J u l y  19, 1978, Ken tucky  Power Company ( " K e n t u c k y  

Power" or "Company") f i l e d  a n  a p p l i c a t i o n  w i t h  t h e  p u b l i c  

S e r v i c e  Commission of K e n t u c k y  L' ("Commiss ion")  for a C e r t i -  

f i ca te  of public c o n v e n i e n c e  a n d  n e c e s s i t y  a u t h o r i z i n g  i t  

to  p u r c h a s e  a d d i t i o n a l  g e n e r a t i n g  c a p a c i t y  i n  a p l a n t  

c u r r e n t l y  b e i n E  c o n t r u c t e d  by t h e  I n d i a n a  !k Mich igan  Electric 

Company n e a r  R o c k p o r t ,  I n d i a n a .  Ken tucky  P o w e r  proposed to 

p u r c h a s e  15% of t h i s  I n d i a n a  p l a n t  for $187 m i l l i o n ,  $100 

m i l l i o n  of which  t h e  Company p r o p o s e d  t o  borrow (ERC R e c o r d ,  

4 ) .  P u r s u a n t  t o  KRS 278.020(1), t h e  Commission h e l d  a h e a r -  

l n g  on t h i s  m a t t e r  on Auqust 10, 1978, a t  which t i m e  t h e  

A t t o r n e y  G e n e r a l  i n t e r v e n e d  i n  o p p o s i t i o n  t o  t h e  g r a n t  of t h e  

r e q u e s t e d  cer t i f icate .  

A t  the h e a r i n g ,  K e n t u c k y  Power t es t i f ied  that its 

p r e s e n t  g e n e r a t i n g  capac i ty  i n  K e n t u c k y  w a s  1060 MW 

(T.9. I ,  15) ,  a n d  tha t  Its maximum demand i n  J a n u a r y  1978 

by Kentucky customers was 7 5 2  !IW (T.E. I, 8 ) .  The Company 

f u r t h e r  stated t h a t  s i n c e  1969 it  h a s  c e n e r a t e d  more elec- 

t r i c  power i n  Ken tucky  t h a n  i ts  customers n e e d e d ,  so it h a s  

sold t h i s  power t o  o ther  u t i l i t i e s  b o t h  w i t h i n  and w i t h o u t  

t h e  AEP 2' s y s t e m  (TE.  I ,  35). K e n t u c k y  Power t h e n  t e s t i -  

fied t h a t  i ts i n t e r n a l  s t u d i e s  p r e d i c t e d  a 10% zrowth i n  

the e lec t r ic  n e e d s  of its Ken tucky  customers between 11379 

I / P r e d e c e s s o r  t o  t h e  Ene rgy  Regulatory Commission. 
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and 1980, a n d  a 7.2% a n n u a l  g r o w t h  thereaf ter  (T.E. I ) ,  13). 

Rased  upon t h i s  p r o . j e c t e d  l o a d  g r o w t h ,  Ken tucky  Power pre -  

d i c t e d  i t  would r e n c h  t h e  l i m i t s  of I t s  Kentucky g e n e r a t i n g  

p l a n t  by the w i n t e r  of 1981-82 (T.E. I ,  8 ) .  The Company 

a lso t e s t i f i e d  t h a t  its pas t  project ions of load g r o w t h  

have been  too high b y  as much as  5% (T.E. I ,  3 5 ) .  

Kentucky Power a lso  discussed i t s  p l a n s  t o  b u i l d  two 

new g e n e r a t i n g  u n i t s  i n  Ken tucky  n e a r  C a r r s ,  i n  Lewis County .  

T h e s e  two u n i t s  will have a combined  c a p a c i t y  of 26300 MW, 

and power from t h e  p l a n t  w i l l  be a v a l l a h l e  t o  s e r v e  K e n t u c k y  

customers sometime b e t w e e n  1 9 8 4  a n d  1985. (T.E. I ,  8 ,  27) .  

T h e  Company i n d i c a t e d  t h a t  t h i s  new p l a n t  w i l l  be mort? t h a n  

adequate t o  serve a l l  of the n e e d s  of i ts Ken tucky  c u s t o m e r s ,  

w i t h  a large surplus avai lab le  t o  se l l  t o  o t h e r  u t i l i t i e s  

(T.E. XI, 9 4 ) .  Kentucky  Power f u r t h e r  stated t h a t  it is 

c u r r e n t l y  c o n s i d e r i n g  sa le  of some of this e x c e s s  g e n e r a -  

t i n g  c a p a c i t y  t o  other  members of t h e  AEP s y s t e m  (T.E. I ,  42) .  

Tndiana  pa Mich igan  Slectric Company ("I & !!"), a n o t h e r  

m e m b e r  of t h e  AEP sys tem,  is also c o n s t r u c t i n g  a 2600 H 1  

E e n e r a t i n R  p l a n t  on t h e  O h i o  River n e a r  Rockport, T n d i a n a .  

The first u n i t  of this p l a n t  was p r o j e c t e d  t o  be o p e r a t i o n a l  

b y  1982, and  the p l a n t ' s  t o t a l  cos t  is e s t i m a t e d  t o  be $1.3 

h i l l i o n  (FRC R e c o r d ,  2 ) .  As o r i g i n a l l y  p l a n n e d ,  t h i s  p l a n t  

was t o  be 100% financed by I & \I ( T . E .  11, 6 2 ) .  However, 

as an a l t e r n a t i v e  t o  f u l l  o w n e r s h i p  of t h e  proposed L e w i s  

C o u n t y ,  Ken tucky  plant, K e n t u c k y  Power r eques t ed  t h a t  it 

be allowed t o  p u r c h a s e  15% of the 1 I3 M p l a n t ,  a t  a cost of 

$187 m i l l i o n  t o  be paid t o  I ti M between 1979 and 1982 

(FRC R e c o r d ,  2;  '!'.I?. 11, 4 5 ) .  

As n mornher of t h e  AEP system, K e n t u c k y  P o w e r  ie RllOWed 

t o  buy a d d i t i o n a l  p o w e r  n e e d e d  for its K e n t u c k y  c u s t o m e r s  

from other r n ~ m b c r s  of the ACP m y a t c m  w h o  h n v c  gcnorating 
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c a p a c i t y  3' (T.E. I ,  45) .  

on power from its sister companies t o  s u p p l y  t h e  n e e d s  of its 

Kentucky customers p r i o r  t o  t h e  c o m p l e t i o n  of t h e  first 

u n i t  of its Ken tucky  p l a n t  i n  1963. A g a i n ,  from 1966 t o  1969, 

Kentucky Power drew upon t h e  AFP pool €or power u n t i l  t h e  

c o m p l e t i o n  of its s e c o n d  Rig Sandy u n i t  in 1969 (T.E. I ,  36). 

Kentucky  Power, i n  f a c t ,  r e l i e d  s o l e l y  

Kentucky Power t e s t i f i e d  t h a t  t h e  AEP s y s t e m ,  as a w h o l e ,  

c u r r e n t l y  h a s  g e n e r a t i n g  c a p a c i t y  t h a t  e x c e e d s  i ts e n t i r e  

s y s t e m  l o a d  r e q u i r e m e n t s  b y  34% (T.E.  11, 1 0 2 ) .  Yhen ques-  

t i o n e d  by t h e  C o m m i s s i o n ,  Kentucky Power t e s t i f i e d  t h a t  i t  

had made n o  s t u d i e s  8 s  t o  w h e t h e r  or n o t  t h e  Company c o u l d  

meet t h e  s h o r t f a l l  i n  g e n e r a t i n g  c a p a c i t y  i t  projects  t o  

begin i n  1982 and  l a s t  u n t i l  1984  or 1986 (when the f i rs t  

u n i t  of the new Lewis  C o u n t y ,  Ken tucky  p l a n t  comes on l i n e )  

by p u r c h a s i n g  excess p o w e r  from i ts  sister c o m p a n i e s  i n  

t h e  AEP p o o l  as it  d i d  i n  1966-69 (T.E.  I ,  37). The Com- 

m i s s i o n  t h e n  a s k e d  i f  Kentucky Power had d o n e  a n y  s t u d i e s  on 

t h e  more s p e c i f i c  q u e s t i o n  of w h e t h e r  i t  would be c h e a p e r  

f o r  Kentucky Power t o  s i m p l y  p u r c h a s e  power from t h e  new 

I & M. p l a n t  r a t h e r  t h a n  t o  buy a 15% o w n e r s h i p  i n t e r e s t  i n  

t h a t  p l a n t .  A g a i n ,  t h e  Company r e s p o n d e d  t h a t  n o  s u c h  s t u d i e s  

had  e v e r  been c o n d u c t e d  (T.S. I ,  39-40). 

R e f e r r i n R  t o  t h e  5187 m i l l i o n  c u r r e n t l y  e s t i m a t e d  as 

Kentucky P o w e r ' s  cost of p u r c h a s i n g  a 15% in t e re s t  i n  t h e  

I Ft M. plant, the Commission i n q u i r e d  as t o  w h e t h e r  t h e r e  

would be a n y  l i m i t  o n  Ken tucky  P o w e r ' s  t o t a l  costs of p a r t l -  

c ipa t ion  i n  t h e  e v e n t  of cos t  o v e r r u n s  a t  t h e  I n d i a n a  p l an t .  

The  Company r e s p o n d e d  t h a t  there w o u l d  be no l i m i t  on t h e  

amount  of f u n d s  Ken tucky  Power c o u l d  be r e q u i r e d  t o  p r o v i d e  

if this a r r a n g e m e n t  w a s  a p p r o v e d  (T.E.  I ,  8 4 ) .  

F i n a l l y ,  t h e  Commission a s k e d  t h e  Company t o  e x p l a i n  why 

i t  s h o u l d  a p p r o v e  a p r o p o s e d  e x p e n d i t u r e  of $187 million (or 

m o r e )  on n p r o j e c t  t o  o b t a i n  power o n l y  for t h e  projected 

B / A p p l a c h i a n  Power Company, Ohio Power Company, Mich igan  
Power-Company, and I n d i a n a  Ir, Michigan  Power Company 
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d e f i c i t  years of 1981-84 ,  w h e n  Ken tucky  Power could s i m p l y  

purchase t h e  s a m e  amount  of p o w e r  f r o m  i ts a f f i l i a t e d  c o m p a n i e s  

w i t h o u t  b u r d e n i n g  t h e  r a t e p a y e r s  of Kentucky  w i t h  o w n e r s h i p  

i n  a p l a n t  i n  a n o t h e r  s tate.  Ken tucky  D o w e r  r e s p o n d e d  t h a t  

i t  w a s  a n  " i n v e s t m e n t "  (To!?. I, 60).  

Rased upon t h e  e v i d e n c e  of record in t h i s  proceeding, 

t h e  Commission makes  t h e  f o l l o w i n g  FINDINGS of f a c t :  

1. Kentucky Power Company is a major s u b s i d i a r y  of 

t h e  AEP system and is i n t e r c o n n e c t e d  t h r o u g h  8 h i g h -  

vol tage t r a n s m i s s i o n  n e t w o r k  with t h e  o t h e r  o p e r a t i n g  

compan ies  of t h e  AEP s y s t e m .  As s u c h ,  Ken tucky  Power is  

e n t i t l e d  t o  r e c e i v e  power from its s is ter  c o a p a n i e s  as t h e  

need arises. C o n v e r s e l y ,  i t  is obligated to s u p p l y  a n y  excess 

power It may g e n e r a t e  t o  t h e s e  o t h e r  c o m p a n i e s  as t h e i r  own 

n e e d s  r e q u i r e .  T h e  record i n  t h i s  p r o c e e d i n g  e s t ab l i shes  

t h a t  Ken tucky  Power h a s  Seen a " n e t  e x p o r t e r "  of power t o  i t s  

sister c o m p a n i e s  s i n c e  t h e  c o n s t r u c t i o n  of t h e  Company's  

Big Sandy u n i t  I n  Kentucky i n  1060. 

2. T h e  completion of Kentucky power's new p l a n t  i n  Lewis 

Coun ty ,  n e a r  C a r r s ,  K e n t u c k y ,  s o m e t i m e  i n  1985-86 w i l l  o n c e  

aga in  enable Ken tucky  Power t o  s u p p l y  a l l  of t h e  e lec t r ic  

D o w e r  n e e d s  of i t s  c u s t o m e r s  i n  K e n t u c k y ,  as  w e l l  as create 

a s u b s t a n t i a l  s u r p l u s  for sa l e  t o  o t h e r  members of t h e  A R P  s y s t e m .  

3. Any s h o r t f a l l  i n  g e n e r a t i n g  c a p a c i t y  for Kentucky  

customers t h a t  the Company might experience sometime 
i n  t h e  e a r l y  1 9 8 0 ' ~ ~  c o u l d  be r e m e d i e d  b y  s i m p l y  p u r c h a s i n g  

a d d i t i o n a l  p o w e r  f rom o ther  m e m b e r s  of t h e  AEP s y s t e m  as t h e  

Company d i d  from 1966 t o  1969. A f t a r  c o m p l e t i o n  of the n e w  

L e w i s  County  p l a n t  i n  t h e  l a t e  1980's  Kentucky Power wou ld ,  

of course, h a v e  n o  s h o r t f a l l  i n  power for  its Ken tucky  customers. 

4.  Kentucky  Power s ta ted  i n  i ts a p p l i c a t i o n  t o  this 

Commission and on c r o s s - e x a m i n a t i o n  a t  t h e  h e a r i n g  t h a t  
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t h e  p r o c e e d s  of i ts  p r o p o s e d  $100 m i l l i o n  borrowing would 

be u s e d  t o  f i n a n c e  i t s  p u r c h a s e  of t h e  i n t e r e s t  i n  t h e  I & M 

Rockport  p l a n t  (R.4, T.E. I ,  7 7 - 7 8 ) .  

5 .  The %187 m i l l i o n  price f o r  t h e  p u r c h a s e  of t h e  15% 

i n t e r e s t  in T 81 M ' s  R o c k p o r t  p l a n t  would h a v e  t o  be imme- 

d i a t e l y  b o r n e  by Kentucky Power's ratepayers. 

For t h e s e  r e a s o n s ,  the C o m m i s s i o n  f i n d s  t h a t  i t  would 

not be i n  the public i n t e r e s t  fo r  the r a t e p a y e r s  i n  Ken tucky  

t o  bear the b u r d e n  of h i g h e r  ra tes  t o  f i n a n c e  an interest  

i n  a new g e n e r a t i n g  p l a n t  i n  a n o t h e r  s t a t e  when i t  h a s  been 

shown from t h e  r e c o r d  i n  this case t h a t  Xentucky Power Company 

can obtain a d d i t i o n a l  power it may need  i n  t h e  e a r l y  t o  mid 

1980's hy s i m p l y  p u r c h a s i n g  s u c h  power from the AEP system 

u n t i l  t h e  c o m p l e t i o n  of t h e  new Lewis County  p l a n t  i n  Ken tucky  

i n  t h e  mid 1980's. T h u s ,  Ken tucky  Power's p r o p o s e d  p a r t i c i -  

p a t i o n  i n  t h e  '1. ?I M Roc!cport p l a n t  would n o t  s e r v e  t h e  p u b l i c  

c o n v e n i e n c e  and  n e c e s s i t y  as r e q u i r e d  u n d e r  KRS 2 7 8 . 0 2 0 ( 1 ) ,  

and  s h o u l d  therefore be d e n i e d .  S i n c e  t h e  s ta ted purpose of 

t h e  $100 m i l l i o n  b o r r o w i n g  is t o  f i n a n c e  t h i s  15% interest 

i n  a new p l a n t ,  a p p r o v a l  of t h i s  b o r r o w i n g  s h o u l d  l i k e w i s e  

be d e n i e d .  

It is therefore ORDERED t h a t  Kentucky Power Company's 

proposal t o  borrow $100 m i l l i o n  for the purpose of purcha- 

s i n g  a 15% I n t e r e s t  in the I n d i a n a  & M i c h i g a n  P o w e r  C o m p a n y ' s  

R o c k p o r t  p l a n t  be,  and  it h e r e b y  i s ,  d e n i e d  w i t h o u t  p r e j u d i c e .  

I t  is FURTHER ORDERED that Kentucky  P o w e r ' s  " V o t i o n  t o  

Amend" i t s  o r i g i n a l  a p p l i c a t i o n  f i l e d  on October 24 ,  1980, 

(and opposed by t h e  A t t o r n e y  General on November 3, 19t30) 

be,  and  i t  h e r e b y  is, d e n i e d .  If Kentucky Power Company 

b e l i e v e s  i t  can o f f e r  a d d i t i o n a l  e v i d e n c e  I n  m e e t i n g  i ts 

b u r d e n  of  proof t h a t  a p p r o v a l  of t h i s  project would s e r v e  

1 
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t h e  p u b l i c  c o n v e n i e n c e  and n e c e s s i t y ,  i t  r e t a i n s  t h e  f u l l  

right to  d o  so under  t h e  p r o v i s i o n s  of KRS 278.020.  

none  t h i s  4 t h  day of February,  1981, a t  F r a n k f o r t ,  

Kentucky.  

ENERGY REGULATORY COMM I SS ION 

/ 
/ 

Chairman,,, ' 

ATTEST : 

S e c r e t a r y  


